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Economy False Issue 
on New Tax Bill 


The gap between Government expenditures and 
revenue is so great that even drastic economies will 
not reduce the need for the stiffest possible tax in- 
crease. The most optimistic economizers claim that 
expenditures can be cut around $4 billion, and most 
of this would come out of Army and Navy appro- 
priations. 


Estimated expenditures for 1944 are $106 billion. 
Current taxes will bring in about $38 billion. The 
Treasury proposes only an additional $10.5 billion. 
A $4 billion cut would still leave a gap between re- 
ceipts and expenditures of $64 billion to be met by 
borrowing. The extent to which this is cut by new 
revenues is the measure of our effort to stop infla- 
tion and to bear the cost of the war out of income 
produced by the war. 


No part of the Treasury proposal is popular in the 
Congress. The goal is not accepted as possible or nec- 
essary; the methods cause Congressmen to shudder. 
The Treasury plan is anti-inflationary as well as 
revenue producing. The Treasury would get most of 
the new money from increases in individual income 
tax rates and lowered exemptions. It also recom- 
mends moderate increases in corporation tax rates 
and large increases in excise taxes on a wide range 
of products. 


Sales Tax Sales tax advocates are gaining sup- 


porters. A 10% retail sales tax with 
no exemptions is the one most frequently mentioned. 
It is opposed by the Treasury on the grounds of 
administrative difficulty, inflationary effect, and un- 
fairness. 


There are some 2.7 million retail establishments 
in the country which would have to collect the tax. 
The Treasury claims that it would require many 
thousands of new personnel in the Department at 
a time when the manpower shortage is acute. It 
would require tabulating machines which are now 
non-existent and which take scarce materials to make. 
It would place an additional burden on the already 
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overburdened merchant, particularly the grocer, who 
has his troubles with rationing coupons. 


The Treasury fears that a 10% retail sales tax 
would lead to a new push for wage increases which 
would be difficult to resist and if granted would 
start the inflation spiral moving again. 


The Treasury also opposes a sales tax as being less 
fair than even a stiff income tax. This argument 
of equity has little appeal to many members of Con- 
gress now, but the difficulty of administration may 
head off a sales tax. | 


State Department]Weakened 


Failure of State Department efforts to coordinate 
the foreign economic activities of U. S. agencies 
ended in its being deprived of this control, and led 
to a further weakening of the Department rather 
than the hoped for reorganization to strengthen it. 


The Office of Foreign Economic Administration 
as now set up under Leo Crowley should bring 
about coordination of foreign economic activities, 
but it will be handicapped by the vagueness of the 
foreign policy with which it is ordered to conform. 
The two major problems still unsolved are (1) what 
the State Department policy is and (2) the lack of 
machinery for interpreting it to the Foreign Eco- 
nomic Administration. 


Barriers to Senate 
Action on Postwar Resolution 


The basic difficulty facing the Senate Committee 
on Foreign Relations in drafting a resolution on 
postwar international cooperation is that it is at- 
tempting to state an opinion in advance of the 
event. Anyone who has tried to find out from a 
Senator how he is likely to react to a given piece 
of legislation before a bill is before him, knows how 
cagey most Senators are about making commit- 
ments. Trying to get the Senate on record before 
it is presented with a specific proposal for U. S. par- 
ticipation in an international organization is going 
against both habit and instinct. 
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Although a substantial majority of the Senate now 
favors some kind of formal arrangement for U. S. 
cooperation with other nations, there are almost as 
many ideas as there are Senators as to the how, 
what, and when of such cooperation. Each wants 
his ideas and reservations expressed in the resolution. 


The Senate will be loathe to seem to give the 
President the green light to proceed with develop- 
ing an international organization. It does not wish 
to appear to limit its right to reject any agreements 
or arrangements the President may make. A num- 
ber of Senators would prefer not to have the Senate 
advise, but only to review policies that are developed 
by the Executive. 


If the Senate Foreign Relations Committee could 
agree on a forthright declaration, it would probably 
be enacted by a very substantial majority, but the 
chances for such a resolution are slight. Most of 
the leading pre-Pearl Harbor isolationists are mem- 
bers of the Committee. Many of these have not 
changed their minds. Their percentage is greater 
in the membership of the Foreign Relations Com- 
mittee than in the Senate as a whole. 

It is improbable that the Committee will be able 
to draft a statement satisfactory to both extremes— 
those who do not want to commit the Senate or the 
U. S. in any way and those who want to have a 
statement “with teeth in it.” Therefore, there is 
likely to be extended debate and a rather bitter fight 
when it comes to the Senate. 


Use of Social Security 
Taxes Questioned 


The old charge that funds from social security 
payroll taxes are being used to pay current govern- 
mental expenses instead of being allowed to accumu- 
late to pay benefits was revived when Secretary 
Morgenthau suggested that they be increased and 
a corresponding reduction made in the proposed 
increase in personal income taxes. 

This charge has no validity, but has confused and 
disturbed many people. Receipts from payroll taxes 
for old age and survivors’ insurance and unemploy- 
ment compensation are put into a Government re- 
serve fund. The actual dollars do not stay in the 
fund, but interest-bearing Government securities do. 
Thus the Government borrows the funds paid in by 
employers and employees through the payroll tax. 
The Government bonds offer the same type of se- 
curity to the social security funds that insurance 
companies maintain for the funds paid to them as 
premiums for private insurance. 


A 12% payroll tax is proposed, to be borne jointly 
by employers and employees, to pay for an expanded 


social security program. It would draw off excess 
purchasing power from the group where the largest 
amount of the national income lies and would there- 
fore be anti-inflationary. 

There is little chance that the Congress will con- 
sider such social security legislation soon. 


First United Nations’ 
Organization Underway 


The first United Nations’ organization to reach the 
operating stage is the United Nations Relief and 
Rehabilitation Administration. Representatives of 
44 Governments have been invited to gather at the 
White House on November 9g to sign the Agreement. 


This organization may have a significant bearing 
both on the willingness of nations to take bigger 
steps in international cooperation and on the form 
and character of any future over-all international 
organization. 


The importance of getting food to the peoples of 
Europe as they are freed from Axis control and of 
helping them to start rebuilding their industrial and 
agricultural life cannot be overestimated in terms 
of its relation to future world stability. 

Some knotty questions having important implica- 
tions for the U. S. are: 


What does “rehabilitation” include? 

What is going to be done with the food and 
equipment which the Army will have here 
and abroad? 

How will Government-owned or contracted- 
for supplies, such as rubber, coffee, etc., be 
disposed of and how will private enterprise 
be affected? 

What will relief feeding mean in terms of 
planning food production here and abroad? 


The draft agreement, drawn up by the “Big Four” 
and submitted to the other United Nations last June 
(see TRENDS, July 5, 1943) is again before the United 
Nations in revised form. In the main, the revisions 
tighten up and clarify the procedures and give an 
increased control to the small states by strengthen- 
ing the Council’s powers. The pattern of organiza- 
tion includes a Council representing all member 
nations, which meets twice a year, a Central Com- 
mittee of the Council consisting of the “Big Four,” 
a Committee on Supplies, regional committees, and 
a Director-General. 


Immediately after the signing on November g the 
Council will hold its first session at Atlantic City. 
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